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INCREASE IN FHA IMPROVEMENT LOANS—GUAM AND 
HAWAIT HOUSING AMENDMENT 


MONDAY, FEBRUARY 2, 1953 


Unrrep Sratres SENATE, 
SUBCOMMITTEE ON HousING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10:30 a. m., Senator Irving M. Ives, chairman, presiding. 

Present : Senators Ives, Bennett, Beall, and Douglas. 

Senator Ives. I think we should start now as we are running against 
time this morning. We will have to be out of here by 10 minutes of 12. 

In any event, the testimony can be placed in the record, and any 
members of the subcommittee or the full committee can read the 
transcript. We will insert in the record, at this point, Senate Joint 
Resolution 26 and Senate Joint Resolution 27. 

(The resolutions referred to follow :) 


[S. J. Res. 26, 83d Cong., 1st sess.] 


JOINT RESOLUTION To extend certain authority of the Federal National Mortgage 
Association and the Federal Housing Administration to Guam and Hawaii 


Resolved by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (b) of Public Law 52, EFighty- 
first Congress, is hereby amended by inserting the figure “(1)” immediately 
prior to the words “may be offered to the Federal Mortgage Association” and 
by adding the following before the period at the end of section 2 (b): “, and 
(2) may be offered to the Federal National Mortgage Association for purchase 
if such loans are secured by property located in Guam or Hawaii and insured 
under any of the provisions of the National Housing Act, as amended”. 

Sec. 2. Section 214 of the National Housing Act, as amended, is hereby amended 
by inserting the words “or Hawaii” after the word “Guam” in each place where 
it appears therein. 





[S. J. Res. 27, 83d Cong., 1st sess.] 
JOINT RESOLUTION To amend section 2 (a) of the National Housing Act, as amended 


Resolved by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the last sentence of section 2 (a) of the 
National Housing Act, as amended, is hereby amended to read as follows: “The 
aggregate amount of all loans, advances of credit, and obligations purchased, 
exclusive of financing charges, with respect to which insurance may be hereto- 
fore or hereinafter granted under this section and outstanding at any one time 
shall not exceed $1,750,000,000.” 


Mr. Foley is first today. 

Mr. Foley, in view of the fact that Senate Joint Resolution 27 seems 
to be the more important of the two resolutions, I think we had better 
start with that. 
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It is my understanding that this whole proposition is noncontro- 
versial. Weare merely holding this hearing for the purpose of getting 
on the record the reasons for taking this action. If I am wrong in 
that statement, I will stand corrected, but that was the understanding 
that was conveyed to me. If you will proceed, I will appreciate it. 

Senator Bennett. Before we begin, it might be interesting to find 
cut if anyone is present who expects to testify in opposition. 

Senator Ives. That is a good thought. 

Is there anybody here opposed to this? 

(No response.) 

Senator Ives. You may proceed, Mr. Foley. 

Mr. Fotry. Thank you, Mr. Chairman. 


STATEMENT OF RAYMOND M. FOLEY, ADMINISTRATOR, ACCOM- 
PANIED BY B. T. FITZPATRICK, DEPUTY ADMINISTRATOR AND 
COUNSEL, HOUSING AND HOME FINANCE AGENCY 


‘Mr. Forry. I am of course very happy to have the opportunity 
to appear before you again. I know of no opposition to either of 
these proposals. I should state that there has not, because of the 
shortness of time, been the usual opportunity for clearance through 
the Budget Bureau and the rest of the Government, but I know of no 
opposition outside the Government to the enactment of either of these 
joint resolutions. 

Resolution 27, as you know, deals with the operation in the Federal 
Housing Administration called title I, which has to do with the 
guaranty insurance of loans made by private lending institutions 
in the main for the modernization and repair of property, largely 
residential property. 

Senator Ives. May I interrupt there? I assume what you are doing 
is giving a brief résumé of the prepared statement which you have 
concerning these matters, after which you will insert in the record 
the full statement; is that correct? 

Mr. Fotry. That is correct. 

In view of the pressure of time, I will not even take as much time 
in summary as might otherwise be the case. 

We have prepared in collaboration with the Commisioner of FHA 
and his operating people, a pretty complete statement of the history 
and the operations in title 1, for one reason because we know there 
are new members of this committee who have not had the usual 
opportunity to be familiar with it. 

I will offer for the record the full statement dealing with Resolu- 
tion 27. Commissioner Greene has a brief statement that I think 
it would be well if he did read because it will summarize it pretty well. 

Senator Ives. You indicate the procedure you want followed so we 
may have this put in the record comprehensively, so we can under- 
stand it. 

Without objection, your statement, and any other statement that 
may be submitted, will be placed in the record. 

Mr. Forzy. I offer now for the record that part of the statement 
you have before you dealing with Resolution 27. 
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(The statement referred to follows:) 


STATEMENT OF RAYMOND M. FoLey, Houstne AND HoME FINANCE ADMINISTRATOR 


Mr. Chairman and members of the subcommittee, I appreciate very much the 
opportunity to come before your subcommittee to present testimony which I hope 
will be of assistance to you in your consideration of these two joint resolutions. 

While both of these joint resolutions relate to matters which require rather 
immediate attention, they are relatively uncomplicated and probably need no 
extensive explanation for those who are generally familiar with the rather large 
body of housing legislation administered within the Housing and Home Finance 
Agency. However, I am mindful of the fact that there are several new members 
of your subcommittee who have not yet had an opportunity to become familiar 
with this legislation and the activities being carried out under it. Accordingly, 
I have sought in this statement to explain the activities to which these joint 
resolutions relate in somewhat more detail than otherwise would be the case. 

Senate Joint Resolution 27 deals with the insurance of lending institutions 
against losses which they may sustain on loans made to finance property repairs 
or improvements under title I of the National Housing Act, as amended. 

Prior to the enactment of title I in 1934, improvements to existing homes and 
other small buildings had, as a rule, proved difficult to finance. Mortgage financ- 
ing, on the one hand, was too cumbersome as to procedure, time, and incidental 
charges to be used extensively for the relatively small sums involved. Personal 
installment credit, on the other hand, did not meet fully the credit needs in this 
field, to a large extent because the items involved in a modernization job, such 
as a new roof or a new bathroom, cannot be replevined. Manufacturers of the 
products used were generally not in a position to provide the credit involved, 
partly because the materials usually come from a number of different sources, 
and partly because, in property repair, improvement, or modernization work, 
the cost of labor makes up a large part of the total cost of the job. The primary 
function of title I has been to provide a sound workable program for this phase 
of home financing activity which would overcome these difficulties. 

Unlike the other FHA programs of insurance of home mortgage loans, the 
insurance provided under title I is not related to individual loans as such, but 
to the aggregate of eligible loans made and reported for insurance by a lending 
institution holding an insurance contract with the FHA. The insurance covers 
the aggregate losses incurred up to 10 percent of the total amount of all eligible 
loans made by the lending institution under its insurance contract. For example, 
if a lending institution has made $1 million total net amount of eligible property 
repair and improvement loans, all losses sustained in connection with any of 
those loans would be fully covered up to the point where the aggregate of the 
losses on the various individual loans reached $100,000. Thus, where the lend- 
ing institution exercises reasonable credit judgment and makes a substantial 
volume of loans, the insurance coverage under title I is, for all practical purposes, 
100 percent coverage against loss. 

I want to point out to your subcommittee, however, that the insurance reserve 
which may thus be accumulated by any lender which continues to carry on an 
active title I business is controlled. From the reserve which may be accumu- 
lated, there is deducted the amount of the claims paid to such lender. On 
January 1 or July 1 next following the expiration of a period of 30 months 
after the issuance of an insurance contract to a lending institution, the amount 
of insurance reserve to the credit of such lender is adjusted by carrying forward 
into the next semiannual period four-fifths of the unused reserves outstanding 
on each such date. The insurance reserve of each insured is adjusted in like 
manner on each subsequent semiannual period. 

Under the original 1934 act, the title I insurance program was limited to loans 
made prior to April 1, 1936. However, by a series of enactments, the program has 
been continued—the last enactment in April of 1950 fixing the present expiration 
date at June 30, 1955. Also, under the original 1934 act, no premium charge 
whatsoever was provided for. In 1939, however, the Congress provided for a 
premium charge and, since then, the operations under title I, like other FHA 
operations, have been self-sustaining. 
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TYPES OF LENDERS 


The types of financial institutions which are eligible for insurance contracts 
under title I include banks, trust companies, personal finance companies, mort- 
gage companies, building and loan associations, installment lending companies, 
and other such financial institutions which the Commissioner finds to be qualified 
and approves as eligible for credit insurance. 

Financial institutions eligible to hold an insurance contract include members 
of the Federal Reserve System, members of the Federal Home Loan Bank Sys- 
tem, institutions whose deposits are insured by the Federal Deposit Insurance 
Corporation, and any Federal, State, or municipal governmental agency that 
is or may hereafter be empowered to conduct an installment lending operation. 
Any other financial institution may qualify for an insurance contract if it 
possesses the following qualifications and meets the following conditions: 

1. It is a chartered institution or other permanent organization having suc- 
cession and sound capital funds properly proportioned to its liabilities and to 
the character and extent of its operations. 

2. It is subject to inspection and supervision by a governmental agency; or, 
if not subject to such inspection and supervision, it submits an independent 
detailed audit of its books made by an accountant satisfactory to the Commis- 
sioner, and files with the Commissioner similar audits at least once in each 
calendar year. 

3. Its principal activity is lending funds, or investing in mortgages, consumer 
installment notes, or similar advances of credit, and it demonstrates its ability 
to pass on borrower’s credit and to effect collections. 

4. It is permitted by statute to make loans in the maximum amounts and 
maturities as prescribed in title I of the National Housing Act. 

5. It has lending quarters and facilities that are in keeping with the accepted 
facilities of financial institutions making consumer credit type loans. 

Presently there are almost 5,000 lending institutions which hold insurance 
contracts under title I and are actively participating in the title I program. 

The types of financial institutions participating in the title I program in recent 
years break down as follows: 


Pereentage distribution 


Type ——— ee a ee ee 


| 
| wer | 194 


National bank su ied ee my 49. 
State-chartered bank. ; ae ; eat 23.! 31. § 
Finance company 34. 13. ¢ 
Savings and loan association 

Other __ 





TYPES OF LOANS 


There are four principal classes of eligible loans covered by the title I program. 

1. Class 1 (a).—Loans to finance the repair, alteration, or improvement upon, 
or in connection with, existing structures where the principal amount of the 
loan does not exceed $2,500 and the maturity does not exceed 3 years and 32 
days. For example, class 1 (a) loans include those made to finance the cost 
of insulating an existing structure, putting on a new roof, installing a new bath- 
room, adding closets, repairing the floors, walls, or ceiling, or installing heating 
systems (including stokers, oil burners, coal, gas, and electric furnaces), or 
plumbing and wiring, when a permanent part of the realty. 

2. Class 1 (b).—Loans to finance the alteration, repair, improvement, or con- 
version of an existing structure used, or to be used, as an apartment house or 
dwelling for two or more families where the principal amount of the loan does 
not exceed $10,000 and the maturity does not exceed 7 years and 32 days. For 
example, class 1 (0) loans include those made to finance the cost of converting 
a single-family house into a two-family house; improving a dwelling for two 
or more families by painting, or by installing a new heating system or a new 
plumbing system; or to alter a commercial building so as to provide living 
accommodations for two or more families. 

3. Class 2 (a).—Loans made to finance new construction for other than resi- 
dential or agricultural use where the principal amount does not exceed $3,000 
and the maturity does not exceed 7 years and 32 days. For example, class 2 (b) 
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loans include those made to finance new structures to be erected on improved or 
unimproved property such as garages, service buildings, and small commercial 
buildings, but may not include the cost of trade equipment used in the operation 
of the business that will occupy the structure. 

4. Class 2 (b).—Loans made to finance new, nonresidential farm construction 
where the principal amount does not exceed $3,000 and the maturity does not 
exceed 7 years and 32 days. For example, class 2 (0) loans include those made 
to finance the construction of barns, stables, storage bins, and similar types of 
farm buildings. 

Generally speaking, practically all of the title I loans are relatively small, 
short-term loans made to finance the repair or improvement of residential prop- 
erty. For example, in 1952 about 95 percent of all title I loans related to resi- 
dential property ; 60 percent of the loans were of less than $500, with the median 
loan at about $400 and the median maturity at about 3 years. The types of 
property financed and the type of improvements financed with title I loans in 
1952 are shown in detail in the two charts which have been furnished to the 
members of your subcommittee. 


FINANCING CHARGES 


The maximum financing charges allowed in connection with the typical title I 
character loans are intended to cover all expenses that may be incurred by the 
lender in placing the transaction on its books. While for certain types of title I 
loans the maximum financing charge is at a lower discount, for the vast majority 
of title I loans the maximum financing charge may not exceed an amount equiva- 
lent to a $5 discount per $100 original face amount of a 1-year note, to be paid 
in equal monthly installments calculated from the date of the note. This gives 
a ratio of about 9.7 percent of total charge paid by the borrower to the average 
amount of the outstanding debt during the period of the loan. 

The FHA insurance-premium charge for the typical small-character loan under 
title I is three-fourths of 1 percent per annum of the net proceeds of each loan 
reported for insurance. Unlike the other FHA programs of insurance of home- 
mortgage loans, the title I premium charge is not in addition to the financing 
charge, but must be paid by the lending institution and may not be passed back 
to the borrower. This reduces the 9.7 percent rate to an effective rate to the 
lender of about 8 pereent. 

DEALER RELATIONSHIPS 


Lenders are required to select carefully the dealers from whom they purchase 
notes or with whom they cooperate in making loans directly to borrowers, and 
to maintain a constant review and supervision of the business generated by 
such dealers. The dealer’s background and previous record must be thoroughly 
investigated by the lender through financial and trade channels, competitors, 
and credit-reporting agencies. If the dealer has been doing business with an- 
other lending institution, inquiry must be made as to the reason for changing 
his connection. Consideration must be given to the dealer’s ability to perform 
work satisfactorily. 

In addition to obtaining complete information from the dealer, the lending 
institution is required to interview the dealer personally regarding his proposed 
title I operation; to obtain an independent agency report; to make a direct 
check by letter or telephone ca financial and trade references; to establish (by 
checking precautionary measures lists and letters issued by the FHA) that the 
trade style, principal, and salesmen of the dealer applicant will, or will not, 
make it necessary to handle the paper originated on a restricted basis; to inspect 
the dealer’s place of business; and to review and evaluate all information de- 
veloped by these steps and, if the dealer is approved for the discounting of title 
I paper, clearly indicate, in writing, the date and by whom the dealer has been 
approved. 

The financial institution must maintain a separate record on each dealer. 
This record must contain the original investigation by the lender as well as its 
approval, and must also show the number of credit applications submitted by the 
dealer, the number approved and rejected, the number of claims and a summary 
of spot checks, service complaints, and items of special interest. 

Occasionally FHA will receive a report that a dealer has committed an ir- 
regular or unethical act in connection with a title I transaction. Such advice 
usually comes in the form of complaints registered by home owners which 
may be relayed through lending institutions or received direct by the FHA. All 
reports are investigated by FHA field persennel, or, in some instances, by the 
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lending institution involved. Any dealer whose operations are found to be con- 
trary to the standards and requirements of the title I program is placed on notice 
that restrictive administrative action will be taken unless the deficiencies are 
corrected. If the dealer fails to cooperate, all insured lenders are notified that 
future business originated by the particular dealer will be acceptable for insur- 
ance only if the lending institution takes certain precautionary steps such as 
verifying credit information, having the completion certificate signed in the 
presence of an employee of the institution, and making an actual inspection 
of work performed on larger loans. Experience has shown that such action 
almost invariably has had the effect of protecting home owners from any further 
abuses on the part of the dealer involved. 

During 1951, FHA issued precautionary measures letters in 273 cases. Dur- 
ing 1952, the number of such letters dropped to 185, indicating that definite 
progress is being made in eliminating undesirable dealers from the program. 
I feel that this progress is due in part to FHA’s continued efforts to impress 
upon lending institutions the importance of maintaining sufficiently high stand- 
ards for dealer approvals. 

LOAN DISBURSEMENTS 


In cases where the proceeds of a loan are to be disbursed to the dealer, or to 
the dealer and the borrower jointly (which is the case in about 65 percent of 
the loans), the lending institution must have a copy of the contract or sales agree- 
ment, signed by the borrower and the dealer, describing the type and extent of 
the improvements to be made and the material to be used. Also, before dis- 
bursement the lending institution must have in its possession a completion 
certificate, signed by both the borrower and the dealer, showing that the work 
or materials covered by the contract or sales agreement was completed or de- 
livered, and the borrower’s signed authorization for the lender to pay the 
proceeds of the loan, in the stated amount, to the dealer. The purpose of the 
foregoing disbursement procedure is to protect the borrower, the lending in- 
stitution, and the Government by making certain that all improvements con- 
tracted for are actually completed to the borrower’s satisfaction and that other 
persons do not obtain the loan proceeds without the work being completed. 

Lending institutions are encouraged to adhere strictly to a policy of verifying 
periodically the transactions originated by each dealer through spot checks made 
by a telephone call or preferably by a personal call. The borrower is thus 
interviewed to determine whether the work stated on his credit application was 
completed satisfactorily and whether there was a clear understanding as to 
the cost of the ob and the terms of financing. Where personal calls are made, 
the representative of the lending institution formulates an opinion as to the 
workmanship of the job and as to whether the cost of the improvement was in 
keeping with the value of the property. 


PAYMENT OF CLAIMS 


In the event of default by the borrower in repaying the loan, the insured lend- 
ing institution files its claim for reimbursement with FHA for the net unpaid 
amount of the advance or the purchase price of the note (whichever is the 
lesser), uncollected earned interest, court costs and handling, and attorney’s fees. 

Payment of claims is made in cash. Upon such payment, the notes and other 
claims against the borrower became the property of FHA, which then proceeds 
to take the necessary steps for collection, salvage or other disposition. All 
moneys derived from the sale, collection, or disposition of any evidence of 
debt, property, or security assigned to FHA under title I with respect to insur- 
ance granted on and after July 1, 1939, is deposited, together with title I fees and 
premium charges, in a revolving fund set up in the Treasury of the United States 
from which fund is paid both FHA title I operating expenses and payment of 
title I claims. 

TOTAL TITLE I PROGRAM 


From the start of title I insurance operations in 1934 through November of 
1952. a total of about 14,300,000 loans, with a dollar amount of about $6,150,000,- 
000. has been covered. 

A total of about 435,000 claims, with a dollar amount of about $133,000.000, 
has been paid. The ratio of claims paid to the amount of loans covered is about 
2.17 percent. 

However, recoveries by FHA through November of 1952 amounted to about 
$53,000,000, and estimated future recoveries to FHA in connection with claims 
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paid are conservatively estimated at about $14,500,000. The total recoveries 
would therefore amount to about $67,300,000—approximately 50 percent of all 
claims paid. 

Accordingly, from the inception of the program in 1934 through November of 
last year, total unrecovered claims would amount to about $65,500,000. Thus, 
over this 18-year period, the total unrecovered claims amount to only 1 7/100 
percent of the amount of loans covered under the title I program. 

I think the members of your subcommittee may be interested in further data 
indicating the soundness of the title I operation. The experience from March 1, 
1950, to December 31, 1952 (the 1950 reserve), covers a little over 4 million 
loans with a dollar volume of slightly in excess of $2 billion. Claims totaling 
about 30,500 with a dollar volume of about $13 million were paid—a ratio of 
claims paid to amount insured of only 62 one-hundredths of 1 percent. If past 
experience continues and recoveries amount to about 50 percent of claims paid, 
the unrecovered claims would amount to perhaps 35 one-hundreths of 1 percent 
of the amount of loans covered. It is also interesting to note, in this connection, 
that the average number of loans per lender was 833, the average number of 
claims per lender was 9; and that, of the 4,823 active lenders, about 67 percent 
filed no claims and about 9 percent filed only 1 claim. 

The title I program, like other FHA mortgage-insurance operations, is self- 
sustaining. From July of 1939 through November of 1952; total income has 
amounted to about $98,000,000. Total disbursements, including salaries and 
expenses, losses and reserves for losses, amounted to about $71,500,000, leaving 
paid-in capital and surplus at about $26,500,000. 


NEED FOR $500,000,000 INCREASE IN AUTHORIZATION 


There has already been made available to your subcommittee mimeographed 
materials containing detailed information as to the need for a $500 million in- 
crease in the present title I insurance authorization. Briefly, the facts are that 
the present authorization was exhausted early in September of last year, and 
that, since that time, operations under title I have been limited to loan reports 
which could be covered from authorization becoming available from time to time 
as a result of amortization and prepayments—which averages about $75 million 
per month. Currently there is a backlog of over 290,000 loan reports with a 
dollar volume of about $195 million. The $500 million increase in the title I 
insurance authorization which would be made by Senate Joint Resolution 27, 
with amortization and prepayments on outstanding loans, should be sufficient to 
cover operations from January 1, 1953, to June 30, 1954. 


Mr. Forry. Resolution 26 deals with a separate and new matter, 
and I would like to discuss that a little more fully, since it deals with 
serious matters involved in the defense housing program. 

Without taking more of the time of the committee, and to avoid 
repetition, I suggest at this point Commissioner Greene read the brief 
prepared statement that he does have. 


STATEMENT OF WALTER L. GREENE, COMMISSIONER, FEDERAL 
HOUSING ADMINISTRATION 


Mr. Greener. Mr. Chairman and members of the subcommittee, I 
am grateful for this opportunity to appear before you to present my 
comments on Senate Joint Resolution 26 and Senate Joint Resolu- 
tion 27. 

Resolution 27 proposes amending the National Housing Act to in- 
crease the Federal Housing Administration’s title I repair and im- 
provement loan insurance authorization from $1,250,000,000 to $1,750,- 
000,000 of total loans outstanding at any one time. 

The amendment also clarifies the method of computing the insurance 
authorization on the basis of the total outstanding principal amount 
of the loans, exclusive of financing charges. The financing charges 
customarily take the form of a discount, the amount of which is regu 
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lated by the Commissioner and is excluded from the insurance 
coverage. 

As Mr. Foley has pointed out, the Commissioner is authorized under 
title I to insure qualified lending institutions against loss on small 
loans to finance the alteration, repair, improvement, or conversion of 
existing structures and the erection of new nonresidential structures, 

Since the enactment of the National Housing Act in 1934, over 1414 
million property repair and improvement loans have been insured 
amounting to over $6 billion. These loans are generally unsecured, 
currently average about $600, generally have a ‘maturity of 3 years 
or less, and primarily are used to improve and repair residential 
structures. 

In March of 1950 the Congress amended the act to permit the Com- 
missioner to continue insurance of property repair and improvement 
loans until June 30, 1955, and provided that the total amount of loans 
outstanding could not exceed $114 billion. At that time this ceiling 
was considered ample to take care of the home-improvement needs 
of the country requiring this type of financing assistance. However, 
during this past year the volume of home repair and improvement 
work exceeded all earlier estimates. 

Consequently, the statutory limit of $114 billion loans outstanding 
in the hands el lending institutions was reached during September 
of this past yea Since that time the amount of loans that the Com- 
missioner has acc cada for insurance has been restricted to the amount 
of amortization and prepayments of the loans previously insured. 

Today there is a backlog of over 290,000 loan reports in a face 
amount of over $195 million that are awaiting insurance registration. 

Should the insurance authorization not be increased, it will be neces- 
sary as a practical matter to discontinue insurance operations within 
the next few weeks. 

Such action, coming at the beginning of the spring season, would, 
in my opinion, be most harmful to the home owners as well as to lend- 
ing institutions, building contractors and suppliers of building mate- 
rials and equipment. 

The increase of $500 million in the title I loan insurance authoriza- 
tion is in our opinion sufficient to handle the property improvement 
loan program through the end of June 1954. Our estimate is predi- 
cated on computing the insurance authorization on the basis of net 
proceeds and on the assumption that the total dollar volume of home 
repair and improvement work for the next 18 months will continue 
at the level of the past 6 months. 

Although the insurance to home repair and improvement work 
was designed as a stimulant to employment in 1934, the program over 
the past 18 years has become a permanent part of our national effort to 
imp wes housing standards and conditions. 

Conservation of the inventory of existing homes should be a con- 
tinuing program. 

Accelerated depreciation and obsolescence is in fact a wanton waste 
of our most important asset, the American home. 

The operation of the title I program has benefited home owners in 
every community in the country. Likewise, it has provided em- 
ployment and new business to industry and finance. 

These advantages to the American public and industry are gained 
through an insurance operation which is entirely self-supporting. 
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Since 1939 the FHA has been charging the lending institutions an 
insurance premium which has paid all of our operating expenses, all 
losses, and has provided a reserve for future claims against the 
fund. 

I recommend your favorable consideration of Senate Joint Resolu 
tion 27 and also Senate Joint Resolution 26 which provides for in- 
creasing the maximum mortgage limitations in Hawaii. Such in- 
creased limitations are essential to the program for defense housing 
on the island of Oahu. 

Senator Bennerr. In making your estimate that this amount of 
money will be adequate for another year and a few months, did you 
take into consideration the announced new program of the Home 
Builders Association looking to a program of trading in existing strue 
tures for new structures on the theory that perhaps these traded-in 
structures, if that becomes an active program, would probably be 
extensively repaired and probably new demands would be made on 
title I to provide an increased amount of repairs ¢ 

Mr. Greene. Yes, Senator, we have. We have discussed that prob- 
lem with the pr incipals of the Home Builders Association on a number 
of occasions. As recently as the day before yesterday I had a con- 
ference with them, and while a good portion of that work would fall 
under title I, I think also probably a larger portion would fall under 
our present title II operations, and as I explained the other day, I 
think we are — equipped to handle the program that we are dis- 
cussing under title I, and under title IT without any further legislative 
amendments. 

Senator Bennetr. That is all I have. 

Senator Ives. Are there any other questions ? 

Senator Dovatas. Mr. Greene, am I correct in assuming that the 
liability of FHA is limited to 10 percent of the improvement which 
is insured ? 

Mr. Greene. The liability of FHA under title I is limited to 10 per- 
cent of the total amount of loans insured by a lending institution. Now, 
that would permit a hundred-percent payment of a loss on a particular 
loan; up until 10 percent of their total loans had been paid in claims. 

Senator Doveras. This authorization that you ask, this extra $500 
million, is that 10 percent , or is it a hundred percent ? 

Mr. Greene. That is based on total loans outst: anding. 

Senator Dovetas. Would that insure against 10 percent losses on $5 
million of home improvements? 

Mr. Greene. The total insurance liability on $1,750,000,000 out- 
standing would be 10 percent of that amount. 

Senator Doveias. Then would the liability of FHA be limited to 
$50 million? 

Mr. Greene. The total liability of FHA, if Senate Joint Resolution 
27 is enacted, would be 10 percent of the $1,750,000,000 outstanding 
insurance. 

Senator Doveras. Or an increase of $125 million to $175 million, or 
an increase in total ultimate maximum liability of $50 million. 

Mr. Greene. Fifty million would be the maximum liability of the 
increase; that is correct. 

Senator Dovetas. How much of this ultimately finds its way into 


FNMA? 
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Mr. Greene. None of this goes to FNMA. Senator, let me explain 
that this is not a mortgage-insurance transaction. This is a trans- 
action where we insure the lending institution against their losses. 

Mr. Fotry. You might point out the insurance-premium reserve, 
and so on. 

Mr. Greene. There is an insurance premium of three-fourths of 
1 percent paid by the lending institution out of the total interest that 
they charge, and we have paid all of our expenses and all of our losses, 
and have created a reserve for future losses out of that premium. 

Senator Dovetas. So this makes possible $500 million of home im- 
provement. 

Mr. Greene. In addition to what we now have outstanding; that is 
correct. 

Mr. Fotry. Senator Douglas, the prepared statement we are filing 
shows in considerable detail the loss experience and the coverage that 
the insurance-premium provisions provide. 

Senator Bennerr. This is on a revolving-fund basis. It may make 
possible more than $500 million of improvements. 

Senator Ives. Mr. Foley, who is next? Do you want to have any- 
body else appear in connection with Senate Joint Resolution 27? 

Mr. Forry. Not unless there are further questions that the com- 
mittee has, and unless Mr. Greene has somneltitinn further he thinks 
he would ae to present to the committee. 

Mr. Greene. No; I don’t think I have. As Mr. Foley said, there are 
a number of tables that will be filed for the benefit of the committee. 

Senator Ives. If there are no further questions, we will go to Senate 
Joint Resolution 26. 

Mr. Fotry. On that I have a statement that I would like to read, 
and I would be glad to be interrupted for questions at any time. 

Senator Ives. This, I take it, is a relatively brief statement ? 

Mr. Forry. Yes; it is a brief statement, which I will summarize in 
some spots. 

Senate Joint Resolution 26 would extend certain authority of the 
Federal National Mortgage Association and the Federal Housing Ad- 
ministration to Guam and Hawaii, in the same manner and for sub- 
stantially the same reasons that the Congress has already conferred 
the same authority with respect to Alaska. 

As I shall explain more fully, it would place Hawaii and Guam in 
the same position as Alaska with respect to higher maximum amounts 
of mortgages eligible for FHA insurance and with respect to the 

removal of the dollar and other limitations on FHA-insured mort- 
gages which are eligible for purchase by the Federal National Mort- 
gage Association. The uniformity which this would provide for the 
three Territories is justified because each of the Territories is a defense 
outpost having unusually high construction costs and severe financing 
problems to a ‘degr ee wholly “unlike the rest of the United States. 

In one sense, this joint resolution is a technical amendment to cor- 

rect existing legislation because it would merely fill gaps in our housing 
laws relating to the Territories of the United States. At the same 
time, I wish to make it clear that the joint resolution is urgently needed 
to permit important housing construction for military personnel and 
defense workers to go forw ard in both Hawaii and in Guam. 
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The provisions to be extended with respect to FHA maximum mort- 
gage amounts would permit the Federal Housing Commissioner to 
make certain increases in those maximum amounts for the Territor y 
of Hawaii. 

As you know, mortgages which are eligible for insurance by FHA 
are limited by the National Housing Act to specific dollar amounts 
which are reasonably related to the cost of building houses or apart- 
ments. Asan encouragement to the construction of homes for families 
within the lower-income groups, the act makes the maximum mort- 
gage amounts proportionately higher in relation to the value of the 
property involved in the cases of mortgages which are smaller in 
amount. That is, more favorable insurance terms are given to mort- 
gages on new housing within the financial reach of lower-income 
families. 

However, these mortgage ceilings which are applicable within oe 
States are completely unrealistic for application in the Territori¢ 
primarily because of the unusually high cost of shipping or otherwise 
transporting necessary building materials and construction equip- 
ment. Your subcommittee obtained quite detailed and thorough 
information on these costs in the Territory of Alaska in connection 
with the 1949 hearings on the bill, S. 851, which became the Alaska 
Housing Act, Public Law 52, Eighty-first Congress. The Senate 
Committee on Banking and Currency found, in its report on the bill, 
that these dollar mortgage ceilings in the law constituted one of the 
most important reasons for the ineffectiveness of the FHA program in 
Alaska, and said that these ceilings amounted to a discrimination 
against the Territory to the extent of preventing urgently needed 
housing construction. Accordingly, the committee recommended, and 
the Congress enacted, authority for the FHA Commissioner to increase 
the dollar maximum amounts for mortgages in Alaska eligible for 
FHA mortgage insurance. This increased maximum amount cannot 
exceed the amount otherwise applicable by more than 50 percent, or to 
such lesser percentage as may be necessary to compensate for higher 
costs in Alaska. 

Primarily because of these higher costs in the Territory, the Alaska 
Housing Act also authorized the Federal National Mortgage Associa- 
tion to purchase FHA-insured mortgages on property in Alaska free 
from certain restrictions otherwise applic: able, particularly the $10,000 
per unit limitation on each mortgage eligible for purchase. 

As you know, the FNMA is authorized to purchase Government 
insured or guaranteed home mortgages in order to assure a secondary 
market to the banks or other lenders originating the mortgages. The 
$10,000 limitation and other restrictions were imposed for the purpose 
of channeling the FNMA authorization toward assisting the financing 
of low- or moderate-cost housing and toward otherwise meeting the 
greatest needs for secondary financing in the home-construction 
tield. As in the case of FHA mortgage ceilings, the $10,000 limita- 
tion is unrealistic in the Territories where costs are unusually high. 
Other restrictions in the law, such as the prohibition on FNM A mak- 
ing advance commitments to purchase mortgages, have been removed 
not only with respect to housing in Alaska, but with respect to defense 
housing and housing for victims of major disasters anywhere in the 
United States. 
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It should be pointed out, I believe, that in recommending these FHA 
and FNMA provisions for Alaska, the Senate Committee on Banking 
and Currency was dealing only with the comprehensive housing pro- 
gram for Alaska contained in the Alaska Housing Act and did not 
have before it recommendations or testimony regarding the other 
Territories. 

Subsequently, the Senate Committee on Banking and Currency 
recommended and the Congress enacted as part of the Housing Act 
of 1952, Public Law 531, Eighty-second Congress, authority for the 
increase of FHA statutory mortgage limits for ‘Guam in the same man- 
ner as authorized for Alaska. This was done as part of the ex- 
tension of all the housing laws of the United States to Guam. Such 
extension followed the recommendations of the Commission on the 
Applicability of the Federal Laws to Guam which was established 
after the Congress enacted the organic act for Guam in 1950, Pub- 
lic Law 630, Eighty-first Congress. In this case, also, the committee 
dealt only with the housing laws of the particular territory. Further- 
more, no proposal was made to the committee, and no action was 
taken by the Congress, to extend even to Guam the special FNMA 
authority contained in the Alaska Housing Act to purchase the 
higher amount FHA mortgages on property located in Guam. 

As a practical matter this omission of the special FNMA authority 
for Guam has made the provision of FHA mortgage insurance for 
that island completely ineffective. This results from the fact that 
private funds are available for investment in FHA-insured mortgages 
in Guam only if authority is granted for their repurchase by FNMA. 
That is, the lending bank must have firm assurance of a take- out, 
and none is available from private sources. As a result of the Guam 
provisions in the Housing Act of 1952, at least two large construction 
firms have taken steps to build homes for Navy personnel in Guam. 

One of these firms, planning to build 200 rental units and from 
150 to 175 sales units, has proceeded so far as to buy 49 acres of land 
with adjoining utilities and has imported skilled workers and most 
of the labor necessary for the construction. I understand that the 
lack of financing has prevented further action in this case and that 
the enactment of Senate Joint Resolution 26 would permit the fi- 
nancing to be arranged. 

Neither the special FHA provisions nor the special FNMA pro- 
visions I have discussed apply to Hawaii. Senate Joint Resolution 
26 would make them applicable and thus complete the legislation 
necessary to make those provisions uniform and consistent for the 
Territories of Guam, Hawaii, and Alaska. 

Essentially the same reasons exist for these provisions in Hawaii 
as in the other Territories. The facts with respect to construction 
costs are quite similar, primarily because of the expense involved in 
shipping required building materials and equipment which are not 
manufactured or otherwise available in the Territory. It is neces- 
sary to import all significant building materials required for hous- 
ing in Hawaii, except sand, gravel, and fiberboard. One of the 
highest-priced items of home building i in the Territory is land, which 
may run as high as 40 percent of the entire building cost. 

Ordinary lots, ranging from 5,000 to 10,000 square feet, will cost 
from about $6,000 to $10,000 in Honolulu. These prices result largely 
from the limited amount of land suitable for development and the 
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fact that a large portion of the land is held by a limited number of 
owners. 

Senator Doveias. Did you say 10,000 square feet would cost 
$6,000 2 

Mr. Fotry. From $6,000 to $10,000, in Honolulu. 

Senator Dovenas. An acre would cost $50,000 ? 

Mr. Fo.iey. That is correct, sir. One of the extreme difficulties in 
the situation. 

Senator Dove as. Those figures are incredible. 

Mr. Fotey. They are at least very impressive, and make the housing 
program very difficult. 

Senator Douetas. I would substitute “incredible.” There is some- 
thing wrong there. 

Mr. Frrzratrick. That is fee ownership. There is also some build- 
ing on the island on leaseholds, 

Senator Doueias. You are getting $50,000 an acre for land 
Hawaii and Guam ? 

Mr. Greene. That is in the city of Honolulu. 

Mr. Fotey. In Honolulu; yes. Those figures are not exactly ap- 
plicable everywhere, but in general costs are high. 

Land-development costs are also high due to hilly or uneven ter- 
rain and Java rock surface. On the basis of facts available to us, 
it would appear that total building costs in the Territory average at 
least 35 percent above the average for the States. 

The immediate importance of this joint resolution for Hawaii, how 
ever, stems from the fact that the legislation is necessary to permit 
private defense housing to go forward in the Territor y with the 
special FHA mortgage insurance contemplated by the Defense Hous- 
ing Act of 1951, Public Law 139, Eighty-second Congress. 

As you may recall, the Senate Committee on Banking and Cur- 
rency unanimously recommended, and the Congress enacted, that 
legislation for the purpose of assisting the provision of housing and 
community facilities required for military personnel and defense 
workers and for defense installations in areas declared to be critical 
defense housing areas as prescribed in the act. Emphasis was placed 
on private rather than public construction of the housing and spe- 
cial incentives, including mortgage insurance under a new title IX 
of the National Housing Act, were made available to builders of de- 
fense housing programed by our Agency. 

Pursuant to that act, the island of Oahu, on which Honolulu is 
located, has been designated a critical defense housing area and 1,000 
dwellings to be constructed by private builders for militar y personnel 
have been programed for the : area. Of these dwellings, 500 have been 
programed for sale. The maximum _ price, as established in ac- 
cordance with the Defense Housing Act, is $12,500 in the case of two- 
bedroom units and $13,500 in the case of et or more bedroom units 
where the land is acquired in fee, which are the highest sales prices 
established for defense housing in any area. Because of the mortgage 
ceilings in title LX, the maximum value of a house at which full ad- 

vantage may be taken of title [IX mortgage insurance, even in a high 
cost area, is $10,000 in the case of a two-bedroom house and $11,200 
in the case of a three-bedroom house. It is thus clear that, with these 
mortgage ceilings, title [IX mortgage insurance is not feasible for 
programed sales housing in Hawaii. 
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Senate Joint Resolution 26 would include authority to increase the 
maximum dollar mortgage amounts in title IX sufficiently to permit 
this sales housing to receive the benefits of the mortgage insurance 
under that title. The joint resolution would also, of course, provide 
the corresponding waiver of the $10,000 limitation on mortgages eli- 
gible for FNMA purchase, so that "FNMA would be authorized to 
purchase, and to make advance commitments to purchase, title IX 
mortages on such housing. This authority is essential to the financing 
of defense housing in Hawaii as it is in other critical defense housing 
areas. 

Due to the shortness of time, I have not yet received advice from 
the Bureau of the Budget as to the relationship of these joint resolu- 
tions to the program of the President. 

That completes the statement which I would like to have appear 
in the record, and I would be glad to answer any questions. 

Senator Ives. Do you have any other presentation you desire 
anybody to make prior to any questions ? 

Mr. Forry. I think not. We have furnished a good deal of mime- 
ographed material. On the Guam question there was furnished to 
the full committee last year copies of the housing surveys made there. 
I do not have sufficient copies now to provide them, but they are in 
the committee files, I am sure. 

Beyond that, I do not think there is anything that we have to offer. 

Senator Ives. Have you any questions, Senator Bennett ? 

Senator Bennett. I am not sure I can even formulate the question 
that exists in my mind about the status of Hawaii. I am conscious 
of the land-cost problem. That grows out of the fact that Hawaii 
was settled early, and the land came under the control of few owners, 
and I have the impression that most of the people living in Hawaii 
are operating on the leasehold basis rather than on the fee basis. 

Mr. Forry. That is true, I believe. 

Mr. Greene. That is true. There is a great deal of it on the lease- 
hold basis. Let me explain, Senator, that there would be two limi- 
tations here. One would be 50 percent above the present limitation. 
The other limitation would be only so much of that as is necessary 
to defray the extra cost, so administre atively we would not be going 
up to the 50 percent increase in all cases. . 

The high land values are found in the city of Honolulu. Across 
the mountains, it is different. You can get cheaper land there, and 
it is only where the excessive cost does appear that we would increase 
the limitations to take care of it. 

Senator Bennerr. The other question that I have goes to the ques- 
tion of FHA building specifications. Do you take into consideration 
in Guam and Hawaii the fact that this is a semitropical country, and 
that you do not require the same type of building that you do in 
Alaska 

Mr. eee We do in fact. Actually in the Hawaiian Islands 
we permit a single-wall construction that we do not permit in this 
country at all. You may have seen some of them. ‘They are just 
1 inch, net, board upright tongue and grooved. 

Senator Bennerr. Even with that type of construction, you need 
up to 50 percent more allotment than you need in the United States, 
where you have to build with a heating plant. 
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Mr. Greene. We have found by experience that we do need to exceed 
our present limitations slightly. I do not think it would go in many 
cases up to the full 50 percent. And those cases would only be in 
the city of Honolulu. 

Mr. Frrzpatricx. Senator Bennett, may I also say in connection 
with the leaseholds in Hawaii, this is quite common where an indi- 
vidual is building for his own occupancy; but it is much more difficult 
to get leaseholds on large tracts which the builders would operate on, 
and most of the defense housing will have to go on that kind of : 
basis, and most of it is programed for bases around the city of bic 
lulu. Most of the leasehold operation on a tract basis is on the far 
side of the island. There builders have been able to obtain large tracts 
on leaseholds. 

Mr. Forry. With reference to the standards question that you 
raised, Senator, in Guam, for instance, the FHA has not yet been 
engaged in such operation. There, as everywhere else, it will be neces- 
sary to have standards to meet the local situation. One thing I might 
point out, for instance, is the typhoon danger involved. That has to 
be taken into consideration in the specifications for construction. 

Senator Bennett. I do not know anything about Guam, but I have 
been in Honolulu, and I am conscious of that tight control of the land 
around that municipality, which makes costs very high; costs of land 
very high. 

On the other hand, I would imagine the costs of construction would 
be very low. 

Mr. Greene. There is an unusual cost in utility construction in 
Honolulu, too, Senator. The building of septic tanks is very expen- 
sive; they have to go down very deep. 

Senator Bennett. May I go back to what Mr. Foley said. It is 
your impression that the full 50 percent authorization would not be 
needed to take care of the Honolulu situation. 

Mr. Fotry. It would not be needed in all cases, no, but it would 
give us the leeway, the flexibility that we have, for instance, in Alaska 
in order to meet the situations as they present themselves, administra- 
tively controlling it to the degree that 1s necessary. 

Mr. Frrzpatricx. General data would show construction costs in 
Hawaii are about a third higher than continental United States, 
rather than 50 percent. 

Mr. Fotey. As my statement set forth, it is about 35 percent on the 
average. 

Senator Bennett. That even takes into consideration the difference 
in construction standards? 

Mr. Fotry. One reason, of course, being the necessity to transport 
so much of the material. 

Senator Bennetr. Of course, one remembers that the natives were 
able to house themselves for generations. I am curious, and this can 
be off the record. 

(Discussion off the record.) 

Senator Ives. Are there any further questions? Senator Douglas? 

Senator Dovetas. Do I understand that this would raise to $15,000 
the maximum lending or insurance limits on home construction, for a 
two-bedroom house? 
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Mr. Greene. Senator, we have various limitations under the vari- 
ous sections of the National Housing Act, This would increase all of 
them 50 percent. 

Senator Dovuctas. For a two-bedroom house, what would that be? 

Mr. Greene. Well, under section 903, a two-bedroom house is $8,100, 
and that would add $4,050 to it. 

Senator Dovuetas. And section 902? 

Mr. Greener. That is under title LX, section 903, Defense Housing. 

Senator Doucias. What would be the other limits? 

Mr. Greene. Under title II, there are several subsections of title II. 
The original 80 percent loan in title II, section 203 (b) (2) (A), goes 
up to $16,000. That is one- to four-family houses. That is used more 
for existing construction. 

Senator Douctas. What is the most common type of loan? 

Mr. Greene. That would be under title LX, the one I just quoted. 

Mr. Fotry. That, Senator, is the special defense provision. 

Mr. Greene. That is the one that goes to $8,100 for a two-bedroom 
house. 

Senator Dovetas. And $6,000 of that would be for land ? 

Mr. Greene. Well, your land would vary. 

Senator Doucias. I know, but Mr. Foley read into the record a 
statement that in this particular project, the estimated land costs 
were $6,000 for from 5,000 to 10,000 square feet, which would be, on 
5,000 square feet, slightly less than an eighth of an acre; a 50 by 100 lot. 

Now, would that be included in that figure of $12,300? 

Mr. Greene. Yes, sir, that is not uncommon in the city of Honolulu. 

Senator Doveias. That would be included in your figure, leaving 
$6,000 for actual construction. 

Mr. Firzratricx. The maximum sales prices for the defense hous- 
ing are $12.500 and $13,500, Senator. 

Senator Doveras. Of which $6,000 would be real estate. 

Mr. Frrzparrick. Roughly around $4,500 would represent typical 
land cost, where it is fee owned land. 

Senator Doveras. In other words, one-third. What is the ratio in 
this country of land cost? Land costs that exceed 10 percent are con- 
sidered pretty high ? 

Mr. Firzpatricx. Generally speaking, it would not be more than 
10 or 12 percent. 

Senator Ives. You are proposing from 30 to 50 percent. 

Mr. Frrzparricx. I am not proposing it, Senator, in Hawaii it is 
there. 

Mr. Forry. He is recognizing the existing state of facts. 

Senator Dove.as. Who owns the land? 

Mr. Fitzpatrick. Most of the fee ownerships around Honolulu are 
owned by the five big estates—Bishop Estate, Parker Ranch, Gay and 
Robinson Estate, Hawaiian Pineapple, and Campbell Estate. 

Senator Dovatas. So-called Big Five who own the steamship lines? 

Mr. Frrzpatrrick. No; those are not the so-called Five Families; it 
is the Five Estates, like the Bishop Estate the income from which is 
used, I believe, for the operation of tht Kamehameha School for 
Hawaiians. 


Senator Dovcias. The Five Estates are not totally disassociated 
from the Five Families. 
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Mr. Frrzpatrick. The estates, I think, are different from the Five 
Families. 

Senator Doveras. This is the group which owns the steamship 
lines? 

Mr. Firzparrick. The so-called Five Families—that is right. 

Senator Doveras. And most of the plantations and sugar mills? 

Mr. Firzparrick. That is right. 

Senator Dovetas. Well, I would suggest that the chairman and the 
staff look into this question of real estate values to see whether we 
are not bailing out holders of real estate at a very high figure. 

Senator Ives. I think the suggestion is well taken. 

Senator Beatu. Following up Senator Douglas, I am just wonder- 
ing, Mr. Foley, whether you have ever given any thought to creating 
land either by dredging, or by going ‘in and leveling off. Buying 
cheap land, such as the mountains, and leveling them off. At $50,000 
an acre, you could level off some pretty good mountains from my 
experience in building. I just wondered about two things, Mr. Chair- 
man: 

First, couldn’t we create lands, desirable building lots, for a 500- 
or a 1,000-house unit, and make that land available, if that is what 
we want to do. 

Second, wouldn’t it cut the market down? 

Have you given any thought to that? 

Mr. Forey. A good deal of that sort of thing does go forward now 
over there; whether in adequate amount is another question. I under- 
stand it is a pretty expensive proposition. Mr. Fitzpatrick has some 
information on that, if you are interested at this point. 

Mr. Frrzparrick. There has been some of that, Senator Beall. As 
a matter of fact, one island—Sand Island—there in the front of the 
bay has been created, and might be made available for development. 

There is also another fill area up toward Waikiki going on now, 
but in dredging up the fill and putting in bulwarks, and so forth, you 
also get quite a heavy expense in creating your land. 

Senator Bratt. But you are only going to have to create so much 
of it, and then the existing land, the ‘selling cost of the existing land 
will come down just as soon as they find out there is no demand. You 
would be able to take your thousand units and create the land for 
them. 

Mr. Fotry. You do have a very difficult terrain situation in which 
todo it. Efforts are under way on that. 

Senator Beart. What is the nature of these ? 

Senator Ives. Coral. 

Mr. Fotry. And there is an overlayer of lava in a good deal of this 
area, you see. 

Senator Beaux. It is very hard? 

Mr. Fotey. That is right. 

Senator Doveias. Well, I think Senator Beall has made a good 
suggestion. I am dubious about applying the Alaska rules to Hawaii 
and to Guam. In the first place, t the Alaskan costs have been inflated 
terrifically, not merely by cold and by labor shortage, but also by the 
high cost ‘of military construction. They have allowed military con- 
struction to go wild. Costs of $30,000 for a unit of two or three 
bedrooms. I would not like to see the Alaska example transferred 
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to the tropics. You certainly do not have the cold factor. You have 

an abundant labor supply which you did not have in Alaska, and I 
do not think the two are comparable at all. I lived in the tropics 
during the war for 2 years, and you can get decent housing for far 
less than Alaskan costs. 

If you analyze your costs, it is this real estate factor which is the 
main element, and I think we ought to study that carefully before 
we go off the deep end and give you blanket authorization. 

Mr. Forey. We are calling the attention of the committee to the 
problem. 

Senator Bennett. I think it is possible to move 10 miles or 15 
miles out of town. We move that distance in the United States. It 
is not as comfortable, but I think you could get outside the range of 
this high cost. 

Senator Brat. That is the answer, I think, to get outside the high- 
cost area—10 miles. You can build roads—what is the cost of roads 
over there ? 

Mr. Firzpatrick. I do not know the road cost at all, but I do 
know, as I said, that the large tracts available for leasehold develop- 
ment are on the other side of the island, which is approximately 25 
miles from Honolulu. Their road system is not designed, at least 
through the mountains for heavy, fast traffic. There are proposals 
to put tunnels through, but by ‘and large that means the city and 
county of Honolulu must finance those, and, like other municipalities, 
they have got their financial troubles. 

Senator Braun. I am not familiar with Honolulu, but I have been 
to Alaska. Have you done anything up there on developing and 
producing your own lumber? ‘There are very desirable pine forests 
there. Are you doing anything about marketing that, or producing 
that pine in Alaska? 

Mr. Frrzpatricx. Senator Beall, at the time when the Alaska 
Housing Act was under consideration by this committee, and sub- 
sequently passed, there also was an effort on the part of the Depart- 
ment of the Interior to get native building products produced. They 
have got many of the materials, but there are no native industries. 
In other words, cement is shipped in, by and large, and it is also true 
of lumber. Although it is there, there is not a large native industry. 

Mr. Forry. One of the purposes in the special Alaska Housing Act 
was to lead to the development of a more self-sustaining local building 
industry. I think progress is being made, but not fast progress. 

Senator Bratxi. Could you legally finance a lumber dealer up there 
to go out and produce the lumber under this act 2 

Mr. Forry. No; we could not. 

Senator Brauu. Is there any existing law under which the Govern- 
ment could finance somebody ? 

Mr. Forry. RFC, possibly. One of the difficulties, I think, proba- 
bly, Senator, in the past has been the lack of consistent sustained 
market. The new situation may change that. 

Senator Ives. If there are no further questions, I want to raise the 
matter of an amendment being offered by Senator Capehart. Do you 
people know anything about it? I will read the amendment so its 
provisions will be in the record. 

The amendment to be offered by Senator Capehart to Senate Joint 
Resolution 26, is to extend certain authority of the Federal National 








AMEND NATIONAL HOUSING ACT 19 


Mortgage Association and the Federal Housing Administration to 
Guam and Hawaii, viz: At the end of the joint resolution insert the 
following new section: 


Sec. 3. Section 214 of said act, as amended, is hereby amended : 

“(1) By striking from the last sentence of said section the words ‘Upon ap- 
plication by the mortgagee,’ and inserting in lieu thereof the words: ‘Upon 
application by the mortgagee (1) where the mortgagor is regulated or restricted 
pursuant to the last sentence of this section or (2)’.” 


Have you anything to say so far on that particular amendment, or 
shall I finish reading it? 
[ will continue. 


“And (2) by adding the following new sentence at the end of said section: 
‘Without limiting the authority of the Commissioner under any other provision 
of law, the Commissioner is hereby authorized, with respect to any mortgagor 
in such case (except where the Alaska Housing Authority is the mortgagor 
or mortgagee), to require the mortgagor to be regulated or restricted as to rents 
or sales, charges, capital structure, rate of return, and methods of operation to 
such an extent and in such manner as the Commissioner determines advisable 
to provide reasonable rentals and sales prices and a reasonable return on the 
investment.’ ” 


Now, we have had an explanation given us here, with which you 
undoubtedly are also familiar, so would you be so kind as to comment 
on this. We will insert it in the record. 

(The explanation referred to follows :) 


EXPLANATION OF AMENDMENT TO SENATE JOINT RESOLUTION 26 WiTH RESPECT 
TO HOUSING IN ALASKA 


This amendment would permit private lenders in Alaska to make certain 
FHA-insured loans on terms equal to those of similar loans made by the Alaska 
Housing Authority pursuant to the Alaska Housing Act (Public Law 52, Sist 
Cong. ). 

In the Alaska Housing Act, the Congress provided special financial 
aids to promote housing construction in the Territory to relieve the acute 
housing shortage there. Under the act, the Federal Housing Administration is 
authorized to insure mortgages and issue commitments to the Alaska Housing 
Authority without regard to requirements otherwise applicable that the mort- 
gagor be the owner and occupant of the property, or shall have paid a pre- 
scribed amount on account of such property. As a result of this provision, the 
Alaska Housing Authority, in cases where credit from private sources is not 
available, can offer to operative-builders of housing, financing based on mortgage 
amounts higher than otherwise applicable. All of such operative-builders, how- 
ever, are required by law to be regulated by the Authority to assure that the 
sales and rental prices of such housing be reasonable, while at the same time 
affording the builder a reasonable return on his investment. 

The proposed amendment would authorize FHA to issue similar commit- 
ments to other approved mortgagees in the Territory in any case where the 
mortgagor is regulated or restricted as to rents, sales, and capital structure by 
FHA, The amendment thus places all approved mortgagees, under such cir- 
cumstances, in the same position as the Alaska Housing Authority, in offering 
attractive higher financing to builders in the Territory. 


Mr. Forry. I suggest that Mr. Fitzpatrick comment, since he has 
had a hand in the drafting. 

Mr. Firzpatrrick. Senator Ives, that grows out of a situation that 
currently exists under the Alaska Housing Act. 

Under that act, the Alaska Housing Authority, where reasonable 
private financing is not available, or where entrepreneurial sponsor- 
ship is not available, can for certain types of housing—primarily with 
respect to some sales housing that is being planned up there now—can 
make 95-percent loans to the operative builder. 
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So far as the FHA is concerned, it cannot give the same favorable 
terms to the operative builders. It eventually can go to 95 percent 
of the owner occupant in certain types of cases, but not to the opera- 
tive builder. 

This amendment would put the FHA in identically the same posi- 
tion as the Alaska Housing Authority. In other words, if there was 
a private lender willing to make the 95- percent loan directly to the 
operative builder, and the operative builder would be willing to be 

regulated as to his sales prices, rents, and so on, as is the case when 
Alaska housing is authorized to make a 95-percent loan, then FHA 
could insure it. 

Senator Ives. I take it unt section 214, referred to in this amend- 
ment, applies only to Alaska 

Mr. Firzpatrick. That is correct, Senator Ives. Are there any 
questions, Senator Bennett ? 

Senator Bennett. Well, since we probably will pass over decision 
on Resolution 26, to which this is an amendment, we have time for 
further study. I would have to have a little time before I could ask 
any questions. 

Senator Ives. Senator Beall, do you want to raise any questions 
before you go? 

Senator Beaty. What is the prevailing interest rate in Alaska? 

Mr. Frraparrick. It is the same as the regular FHA rate, 41, 
percent for one- to four-family housing, 4 percent on large-scale 
rental projects. 

Senator Beatu. Will private lenders loan money on the 4 percent 
up there ? 

Mr. Firzrarrick. Generally speaking, you get practically no lend- 
ing at that rate from private lenders in Alaska. There are some 
lenders in the continental United States willing to operate in Alask: 
at those rates. 

Senator Ives. Senator Douglas, any questions? 

Senator Doveras. No. 

Senator Ives. If there are no more questions, we thank you very 
much. We will now proceed in executive session on this matter. 

Mr. Forry. Thank you very much, Mr. Chairman and Senators. 
If there is any further information that you may need 

Senator Ives. There is going to be a lot of further information 
regardine Senate Joint Resolution 26 we will have to get from some 
source. Whether you can furnish it we do not know. I doubt if we 
will be acting on Senate Joint Resolution 26 this morning. 

Mr. Fotry. Thank you. 


(Whereupon, at 11:25 a. m., the subcommittee went into executive 
session. ) 
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